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Since June, President Alberto Fujimori's administration managed to negotiate two new debt
restructuring agreements with Canada and Japan. Negotiations with foreign commercial
creditors, however, are moving slowly, largely due to government vacillation over whether to seek
congressional approval this year to repay a US$72 million debt to US financial institutions Chemical
Bank and American Express, or wait until after the 1995 presidential election to avoid a thorny
political debate over the issue.
In early 1993, the Fujimori administration managed to renegotiate its debt in arrears with
multilateral lending institutions and the Paris Club of creditor governments, which paved the way
for a flood of fresh international loans and donations this year. Under the accord signed by the Paris
Club, Peru received approval to defer payments on about US$1.9 billion in bilateral debt that was
scheduled to come due before 1996, although in exchange the government agreed to pay off about
US$1.16 billion of the remaining debt before 1995. Peru owes a total of US$8.8 billion to members
of the Paris Club, the most important of which are Germany, Canada, Spain, the US, France, Japan,
Great Britain, Sweden, and Switzerland.
Given the huge repayment commitments contained in the 1993 accord, in June the government
opened negotiations with individual members of the Paris Club to seek more debt deferrals and
reductions on a bilateral basis, outside of the multilateral framework of the Paris Club negotiations.
In particular, Peru formally requested that Germany, Canada, and Finland pardon most of its
bilateral debt in exchange for a commitment by Peru to rechannel the funds it owes into domestic
environmental protection and anti-poverty programs. The Fujimori administration already signed a
similar accord with Switzerland, which it hoped to tout as a model in bilateral negotiations with the
other three countries.
Under the agreement, Switzerland pardoned the majority of Peru's US$120 million bilateral debt
in exchange for the establishment of a US$33 million government fund to finance social and
environmental development projects. The new fund should begin operating by the end of 1995. In
late June Canada agreed to accept the debt swap deal proposed by Peru. Under the new accord,
Canada will completely pardon Peru's US$17 million bilateral debt to the Canadian government. In
exchange, Peru has promised to channel US$4.2 million, or 25% of the pardoned debt, into the social
and environmental development fund by no later than January 1995.
Negotiations with Germany and Finland are still underway, but the government believes the latest
agreement with Canada will greatly strengthen its hand in talks with the other two countries. All
told, the government hopes to accumulate more than US$300 million for the new development
fund, which would include rechannelled portions of bilateral debt, plus donations from foreign
governments for anti-poverty and environmental conservation projects. In addition to the new
agreement with Canada, on Aug. 9 the government reached a separate accord with Japan to
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restructure payments on the US$135 million in bilateral debt owed to that country, all of which was
scheduled to come due before 1996. Under the agreement, Peru will pay 50% of the total debt by
year-end 1995. The remaining 50%, however, will be paid off slowly over five years.
Beginning in September 1996, the government will initiate biannual payments all in equal parts until
the remainder of the debt is canceled. Meanwhile, negotiations continue with Peru's commercial
creditors, although a final accord with the private banks is likely to be postponed until next year,
in large part due to disagreements over repayment of the country's debt to Chemical Bank and
American Express. Peru owes about US$6.3 billion in accumulated principle and interest in
arrears to some 240 foreign banks. The Fujimori administration opened negotiations with the
commercial creditors in November 1993. In the talks, Peru has proposed to buy back about 30% of
the commercial debt, while negotiating a 35% reduction on the remaining 70% of the debt under
terms of the "Brady Plan."
To get the banks to accept the debt reduction, Peru would immediately pay off about US$150 million
in principal and US$189 million in interest in arrears to the banks. So far the banks have reportedly
been receptive to the government's proposals, especially given the Fujimori administration's
success in negotiating International Monetary Fund (IMF) backing for the government's economic
stabilization program (see other article in this edition of Chronicle). But independent business
organizations in Peru say the deal may be held up until next year due to the refusal by the
commercial creditors to accept a government request to postpone resolution of its debt to Chemical
Bank and American Express until 1995. In 1981, then president Fernando Belaunde contracted US
$17 million in loans from the two US firms to rent two huge boats for the now defunct state shipping
company "Compania Peruana de Vapores."
But under former president Alan Garcia (1985-1990), the government refused to recognize those
two loans, and the legislature passed a law formally prohibiting the executive from repaying that
part of the commercial debt. As a result, Chemical Bank and American Express initiated legal
proceedings against the state, claiming that the government now owes them a total of US$72 million
with accumulated interest. According to "Gestion," a specialized business publication in Peru,
the banks have conditioned any debt agreement on the prior resolution of the Chemical Bank
and American Express loans. But President Fujimori is reluctant to request legislative approval to
reverse the previous law blocking repayment since it would give the opposition parties political
ammunition against the executive, which could be damaging in the upcoming presidential elections.
"It is not enough for the commercial creditors that the government has improved its finances
and that it now has the funds necessary to finance the debt-reduction proposal," read a report
by Gestion, which interviewed bankers in New York involved in negotiations with the Fujimori
administration. "Peru simply will not qualify for the Brady Plan if it does not first work out its
problems with Chemical Bank and American Express. But we're in an election year, and although
Fujimori has a majority in the legislature, he will not dare to stir up debate on the issue, given the
political costs it would represent for him to reverse a 10-year-old legislative decision."
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